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Key Economic Indicators 
(Millions of U.S. dollars unless specified) 


Domestic Economy 1986 1987 1988 (1) 
Population (Millions) 1.56 A<G2 1.70 


GDP 289.7 369.3 410.1 
GNP 547.0 681.7 740.1 
GDP/Capita (US$) 185.7 228.0 241.0 
Real GDP annual growth (%) 4.7 4.9 Fao 
Real GNP annual growth (%) 0.2 0.3 6.2 
Inflation (%) 16.1 22.3 13.8 
Government Deficit as 

percent of GNP 8.7 


Production and Employment 
Real growth by sector (%) 


Agriculture 
Manufacturing 
Construction 
Unemployment Rate (%) 
Basotho miners employed in 
South Africa (’000) 
Lesotho share of total 
miners in South Africa (%) 
Workers’ Remittances 


Balance of Payments 
Exports (f.0.b.) 


Imports (f.o.b.) 

Trade Balance 

Current Account Balance 

External Debt 

Debt-Service Ratio (%) 

Foreign Exchange Reserves 

Average Exchange Rate 
(Loti per US$) 


U.S. - Lesotho Trade 
U.S. Exports (f.a.s) 
U.S. Imports (c.i.f) 
U.S. Share of imports (%) 
U.S. Share of exports (%) 


Principal U.S. exports: Dried Milk, Soybean Oil, Wheat, Corn 
Products, Pharmaceuticals, Electrical Equipment. 

Principal U.S. imports: Cotton Apparel, Textiles, Tapestry and 
Rugs. 


1. Estimates 


Sources: IMF, Government of Lesotho Statistics, U.S. Department 
of Commerce. 





Summary 


The Kingdom of Lesotho is a small, independent nation totally 
surrounded by the Republic of South Africa. It is the only 
country in the world with all of its land elevation more than 
1,000 meters above sea level. This feature creates a temperate, 
disease-free environment ideal for work and recreation. 


Lesotho’s three-year expansion in domestic output continued in 
1988, primarily fueled by the industrial sector which, is 
dominated by textiles, light manufactures, and construction. 
There has been a notable increase in the level of industrial 
production as investors have taken advantage of the many tariff 
exemptions available to Lesotho-based exporters. The country has 
one of the highest literacy rates in Africa; manufacturers have 
found that the work force is quick to learn and highly motivated. 


Lesotho’s traditional source of foreign earnings, remittances from 
Basotho miners who work in neighboring South Africa, has posted a 
mixed performance during the last three years. Although Basotho 
employment in South African mines has risen since 1984, it is much 
lower than the high levels seen during the 1970s. Furthermore, 
the real value of miners’ remittances generally has not kept pace 
with domestic inflation and has declined as a share of GNP. 

During 1988, however, the real level of remittances was estimated 
to have increased slightly, reflecting higher wages and levels of 
employment. 


Agriculture is still the largest component of GDP, accounting for 
about 21 percent in 1988. Although agricultural growth had been 
low for much of the decade, the agricultural sector was estimated 
to have expanded by 9.3 percent in 1988, positively contributing 
to domestic output. The sector is dominated by the production of 
livestock and livestock products, of which wool and mohair are the 
principal exports. Improvements to crop and livestock 
productivity, as well as improved resource management, are major 
elements of U.S. economic assistance to the Kingdon. 


Direct U.S. investment and trade with Lesotho are small. This 
could possibly change, however, as Lesotho’s gigantic Highlands 
Water Project (HWP) gets under way. When completed, the water 
transfer scheme will reroute massive quantities of surplus water 
from Lesotho to South Africa’s water-starved industrial Transvaal 
Province while generating enough power to make Lesotho 
self-sufficient in electricity. The Highlands Water Project 
offers huge potential trade and commercial opportunities. 
Lesotho, moveover, offers attractive opportunities for American 
investors seeking preferential access to Southern African and 
other lucrative markets. 
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Macro, Fiscal, and Economic Trends 


Since 1980, Lesotho’s economic performance has been mixed. The 
economy contracted somewhat in the early 1980s as the agriculture 
sector suffered from drought conditions, the mining sector was 
adversely affected by the closure of the country’s sole diamond 
mine, and Basotho employment in South Africa decreased. But by 
the mid-1980s, however, the economy had begun to rebound as real 
GDP expanded by 4.9 percent in 1987 and an estimated 7.3 percent 
in 1988. This expansion in GDP was fueled by strong growth in the 
manufacturing and construction sectors and, in the past year, by 
improved agricultural production. But because of significant 
differences between GDP and GNP, caused by the flow of labor 
remittances from abroad, the rate of GNP growth did not mirror GDP 
growth. Although nominal labor remittances from abroad increased 
from 1984 to 1987, the real value of these remittances declined by 
an average of 6.4 percent, depressing real GNP growth during those 
years. The unusually high GNP growth rate of 6.2 percent in 1988 
was expected largely from the strong growth in domestic output, as 
well as a slight increase in real mine worker’s remittances. 


An increasingly higher percentage of GNP has been channeled into 
investment for the Highlands Water Project and the growing 
manufacturing sector. Since 1983, real gross fixed investment has 
risen at an average rate of almost 19 percent a year and now 
accounts for over 28 percent of GNP. Moreover, since 1985, the 
government deficit has increased rapidly. Higher government 
spending is principally responsible, with most of the increase 
coming in recurrent expenditures. The 1988/89 deficit is 
estimated to account for over 49 percent of government receipts, 
compared with less than 30 percent three years earlier. Asa 
proportion of GNP, the deficit has risen from 6.2 to 10.9 

percent. The Lesotho Government, in conjunction with the IMF and 
Lesotho’s major donors, is implementing steps that are expected to 
correct this problen. 


Increased government expenditures and investment allocations have 
had an adverse impact on the external accounts. Lesotho’s overall 
balance of payments has steadily weakened from a 1984 surplus of 
nearly $15 million to a 1988 deficit of $7.9 million. The current 
account of the balance of payments has also deteriorated during 
these years from a slight surplus to a substantial deficit. 
Significant long-term foreign borrowing has propped up the net 
foreign assets of the banking system and limited the net outflow 
of foreign exchange. At the end of 1988, net foreign exchange 
reserves covered 7 weeks of imports versus 10 weeks in 1986. 


Lesotho’s overall inflation rate generally parallels those in 
South Africa and Swaziland, fellow members of the Common Monetary 
Area (CMA). The past decade has seen double digit inflation in 
all three countries, with Lesotho’s running at approximately 13.8 
percent in 1988. Lesotho’s currency, the loti, is at parity with 
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the South African rand; therefore, continued devaluation of the 
rand will maintain inflationary pressures in Lesotho. 
Additionally, since approximately 90 percent or more of Lesotho's 
imports come from South Africa, rises in South African producer 
prices have had a direct impact on the inflation rate in Lesotho. 


Sectoral Developments 


Agriculture -- Agriculture generally accounts for between 20 and 
25 percent of GDP although it contributes income to about 70 
percent of the population. The staple crop is corn while wheat, 
sorghum, and potatoes are also grown. Principal cash crops are 
peas, beans, tomatoes, and cabbages, and asparagus is grown for 
export. Although output varies with weather conditions, Lesotho 
typically produces between 40 and 50 percent of its staple 
requirements. The remainder is provided either by food aid or by 
imports from South Africa. Animal husbandry accounts for 
approximately 68 percent of the value of all agricultural activity 
in Lesotho. The livestock subsector is dominated by small farmers 
and is comprised mainly of cattle, sheep, pigs, and goats. The 
principal exports from this sector are sheep wool and goat mohair. 


The Government of Lesotho has targeted increased agricultural 
production and employment and food self-sufficiency among its 
priorities. The ability of the agricultural sector to 
dramatically increase production is hampered by the limited amount 
of arable land, extensive soil erosion, and higher wage 
alternatives in South Africa's mines. Nevertheless, the 
government has launched initiatives which aim to increase 
production through the development of intensive livestock and crop 
production systems, the dissemination of marketing information, 
and the introduction of range management practices. The United 
States Agency for International Development (USAID) has supported 
this initiative and recently launched a multi-component project 
aimed at privatizing agricultural marketing, increasing high value 
cash crop production, and improving the quality of Lesotho's large 
livestock herds. 


Manufacturing -- Lesotho's manufacturing activities are a small 
but increasingly important sector of the economy. Manufacturing 
grew by an average of 12.7 percent from 1986-88, and increased its 
share of GDP from 8 percent in 1984 to almost 11 percent in 1988. 
Over the same period, building and construction increased from 7 
to 10 percent of GDP. Both sectors are expected to expand very 
rapidly in the future. 


The production of clothing and textile products is the fastest 
growing area in the industrial sector. Manufactured export 
products include footwear, sportswear, and umbrellas. Many 
investors from the Far East and South Africa are taking advantage 
of Lesotho's investment incentives and nearly global preferential 
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market access to set up manufacturing operations in the country. 
There is also a growing focus on handicraft production, 
particularly wool and mohair tapestries, rugs, hand knits, pottery 
and grass-woven products. Agro-industries continue to be an 
important component of the manufacturing sector. These include 
flour milling, fruit and vegetable processing, leather tanning, 
and brewing. Future enterprises are expected to produce disease 
free seeds for export to the continental African market. 


Lesotho encourages the expansion and diversification of its 
manufacturing sector through two parastatal enterprises. The 
Lesotho National Development Corporation (LNDC) is charged with 
recruiting and screening potential foreign investors. It welcomes 
joint ventures and provides industrial sites, factory housing, 
training grants, and loan finance. The LNDC is actively seeking 
industries that produce exportable or labor-intensive products 
with good growth potential which use locally available inputs or 
raw materials. The Basotho Enterprise Development Corporation 
(BEDCO) provides credit and training to small locally owned 
businesses. Current training activities focus upon garment 
manufacturing, sewing and knitting, metalwork, and wood products. 


Services -- Much of GDP derives from the various service sectors. 
Wholesale and retail trade alone account for approximately 11 
percent of GDP. Many of South Africa’s largest wholesale and 
retail chains are represented in Lesotho; several have extensive 
marketing outlets throughout the rural areas. Numerous small- to 
medium-sized retail outlets, mostly Basotho-owned, also operate in 
the country’s interior. 


Tourism, finance, real estate, and business services add another 
10 percent. Although the number of tourists, mostly from South 
Africa, increased 43 percent from 1983 to 1987, Lesotho’s tourist 
industry is small and largely underdeveloped. Maseru has several 
excellent hotels with both conference and casino facilities, but 
quality accommodations elsewhere in the country are presently 
limited. The Lesotho Government has placed high priority on 
expanding the tourist industry and hopes that the construction of 
lakes and access roads in connection with the Highlands Water 
Project will stimulate tourism and attract potential investors. 
Tourist attractions to be developed include water sports, lodge 
construction, mountain climbing, skiing, and fishing. 


Infrastructure -- Lesotho’s rugged landscape makes transport and 
communications difficult and expensive. This has impeded the 
development of an internal market to the extent that several areas 
of Lesotho focus more on adjacent South African commercial zones 
than they do on domestic markets. Construction of a paved 
perimeter road, which was assisted by U.S. Government financing 
and involved U.S. construction firms, is complete. Many roads 
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into Lesotho’s mountainous interior are also being built. 
Microwave transmitters and digital relays are being installed to 


extend and improve telephone communications throughout the 
country. 


External links are generally quite good. Lesotho is served by 
daily flights from Johannesburg and less frequent flights from 
Botswana, Swaziland, Zimbabwe, and Mozambique. There are also 
good road and rail connections from South Africa. International 


telecommunications are handled through the satellite earth station 
at Ha Sofonia. 


Mining -- Unlike other countries in Southern Africa, mineral 
production in Lesotho is a minor element of the economy, 
accounting for less than 1 percent of GDP in 1987. Nevertheless, 
Lesotho has good gem-quality diamond reserves and is thought to 
have coal, uranium, limestone and phosphates. Diamonds were 
commercially mined and were a major export earner until 1982 when 
the mine was closed in reaction to a recession in the diamond 


market. Lesotho has abundant stone for crushing and construction 
purposes. 


Investment Climate 


The Government of Lesotho actively seeks foreign private 
investment to promote modern sector growth and arrest growing 


unemployment. There is no discrimination between local and 
foreign investors nor is there a mandatory local shareholding 
requirement. Full foreign ownership in a locally established 
company is permitted. No investment disputes are under way, nor 
have any ever been known to have occurred. There have been no 
cases of nationalization or expropriation. Foreign investors are 
free to repatriate profits, capital, and royalties. The same tax 
laws apply to both foreign-owned and local firms, although foreign 
firms may receive various tax concessions, including a possible 
15-year tax holiday. Any company starting a new manufacturing 
plant in Lesotho, or substantially expanding an existing one, may 
apply to the LNDC for a non-repayable cash grant to cover 75 
percent of employee training costs. 


To qualify for these incentives, including a possible long-term 
tax holiday, a foreign firm must obtain "pioneer status." 
Eligible firms include manufacturers, building contractors, and 
hoteliers. Manufacturing firms must meet three essential 
conditions: register as a Lesotho company or cooperative society 
and possess the requisite production licenses; establish a new, 
fully operational plant or factory in Lesotho; and satisfy the 
pioneer industrial board that the enterprise will contribute to 
the economic development of the kingdon. 


In addition to these direct subsidies and incentives, foreign 
investors also have access to the finanial rand which they may 
apply toward the equity component of their investment. The 
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financial rand typically exchanges with the dollar at a 25 to 35 
percent discount. As a member of the common monetary area with 


South Africa, Lesotho’s currency is freely convertible with the 
South African rand. 


Furthermore, manufacturers in Lesotho have duty-free access to the 
estimated 30 million consumers in the Southern African Customs 
Union (SACU) comprising South Africa, Botswana, Swaziland, and 
Lesotho. Lesotho is also a member of the Southern African 
Development Coordinating Conference (SADCC) and the Preferential 
Trading Area (PTA) of Eastern and Southern African States. In 
addition, the country has duty-free access to consumers in the EEC 
market for goods either wholly produced or substantially 
transformed in Lesotho since it is a signatory of the Lome 
Convention. Finally, it benefits from the U.S. Generalized System 
of Preference (GSP), allowing duty-free access to the United 
States for a number of specific goods. 


Lesotho is a member of the International Convention for the 
Settlement of Investment Disputes (ICSID). Should a legal dispute 
arise between a foreign investor and the Lesotho Government, the 
investor is allowed direct access to the ICSID. Lesotho has also 
signed an investment guarantee agreement with the Overseas Private 
Investment Corporation (OPIC). OPIC sponsored an investment 
mission to Lesotho in April 1989. 


The Highlands Water Project 


The Highlands Water Project will involve the construction of one 
of the largest dams in Africa as well as two of the largest water 
transfer tunnels in the world. The project is expected to take 
over 30 years to complete and will cost more than $2 billion. 
Several engineering studies have been completed while some of the 
feeder road contracts have already been awarded. It is 
anticipated that water diversion will begin in 1991. 


As of May 1989, over 40 potential builders, including American, 
British, French, West German, Italian, and South African, and 
Korean firms, had indicated interest in the project. At the 
present time, the largest portions of this project have yet to be 
let and knowledgeable sources believe that the company with the 
best financing package will win the contract. Bidding on phase 1A 
of the project, a dam and three transfer tunnels, is scheduled to 
close in the later half of 1989. 


Implications for the United States 


U.S. export opportunities in Lesotho are limited due to the 
country’s small market. Direct investment is one of the most 
feasible ways for U.S. firms to enter Lesotho and much larger 
Southern African market. The Government of Lesotho actively 


ecourages foreign investment, especially in export-oriented 
industries. 





«ain 


Best prospects for American exporters are in goods that are 
difficult to obtain within SACU or that are not price competitive. 
U.S. products that are especially sought after include aircraft, 
iron tubes and pipes, pharmaceuticals, electrical wire and cable, 
metalworking machinery, office equipment, and heavy construction 
machinery and equipment associated with the Highlands Water 
Project. Other potential markets lie in scarce goods that can be 
offered at prices which would still be competitive after 
imposition of entry tariffs. One area that has attracted interest 


is the sale of used tools and construction equipment. 


Real opportunities exist for American investors who wish to take 
advantage of the package of investment incentives and subsidies 
offered by the Government of Lesotho. Good prospects also exist 
in the planning and construction aspects of the Highlands Water 
Project and possible longer-term spin-off opportunities in 
tourism, fisheries, irrigation, or agro-industry. There is also a 
growing manufacturing section that is taking advantage of 
Lesotho's preferential access to an array of foreign markets. 
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